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OATH OR AFFIRMATION

I, JOHN GALLAGHER , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

NORTH AMERICAN CLEARING, INC. ' , as
of _ FEBRUARY 18 ,2005 , are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:

2 (gt

Signature
~ s
oot Frigucnsd O F e
Title
. + My Commission DD045268
is report ** contains (check all applicable bo : %o,,\j Expires August 06, 2005

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

(J) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

00K 0O OFEROEOEE

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Ohab and Company, P.A.

Certified Public Accountants
100 East Sybelia Avenue, Suite 130 407-740-7311
Maitland, FL 32751 E-Mail ohabco@earthlink.net FAX 740-6441

Report of Independent Certified Public Accountants

Stockholder and Board of Directors
North American Clearing, Inc.

We have audited the accompanying statement of financial condition of North American Clearing,
Inc., (formally Advantage Trading Group, Inc.), as of December 31, 2004, and the related statements
of income, changes in stockholders’ equity, and cash flows for the year then ended. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of North American Clearing, Inc., as of December 31, 2004, and the results of its
operations and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

Our audit was made for the purpose of forming an opinion on the basic financial statements taken as a
whole. The accompanying reconciliation of net capital is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary information
required by Rule 17a-5 of the Securities and Exchange Commission. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly presented in all material respects in relation to the basic financial statements taken as
a whole.

W‘\A/L' Oy\/r,Qr ChWt ﬂ/}/

February 18, 2005




NORTH AMERICAN CLEARING, INC.
(FORMALLY ADVANTAGE TRADING GROUP, INC.)
STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2004

Assets
Cash and cash equivalents $ 6,855,987
Deposits at clearing organizations 1,071,513
Receivables from customers 26,380,533
Receivables from broker dealers and clearing organizations 1,208,615
Prepaid expenses and other current assets 51,220
Property and equipment, net of accumulated depreciation of $147,817 43,400
Goodwill 960,414
Customer lists, net of amortizaticn of $140,796 1,981,142

Total assets

Liabilities and Stockholder's Equity

Liabilities:
Cash overdrafts 1,608,367
Note payable, net of discount of $354,773 1,907,437
Payable to customers 23,448,850
Payable to broker dealers and clearing organizations 3,674,840
Securities sold, not yet purchased 619,873
Accounts payable 1,005,965
Accrued expenses 3,014,585
Total liabilities 35,279,917
Stockholder's equity:
Common stock, $10 par value; 1,000 shares
authorized, issued and outstanding 10,000
Additional paid-in capital 4,218,729
Accumulated deficit (955,822)
Total stockholder's equity 3,272,907
Total liabilities and stockholder's equity $ 38,552,824

The accompanying notes are an integral part of these financial statements.

Page 2
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NORTH AMERICAN CLEARING, INC.
(FORMALLY ADVANTAGE TRADING GROUP, INC.
STATEMENT OF INCOME
FOR THE YEAR ENDED DECEMBER 31, 2004

Revenues:
Clearing $ 11,090,174
Trading 1,394,909
Other 12,770
Interest and dividend 5,782
12,503,635

Expenses:
Clearing and execution costs 9,197,193
Salaries, wages, taxes and benefits 1,164,376
Other expenses 917,799
Depreciation and amortization 174,064
Occupancy costs 150,368
Interest 23,752
Advertising 23,506
11,651,058
Income before provision for income tax expense 852,577
Federal and state income tax expense -
Net income $ 852,577

The accompanying notes are an integral part of these financial statements.
Page 3
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NORTH AMERICAN CLEARING, INC.
(FORMALLY ADVANTAGE TRADING GROUP, INC.)
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2004

Cash flow from operating activities:
Net income $ 852,577
Adjustments to reconcile net income to net
cash provided by operating activities:

Depreciation and amortization 174,064
Increase or decrease in assets and liabilities:
Increase in cash deposit with clearing brokers (761,334)
Increase in receivables from customers (24,208,637)
Increase in receivables from broker dealers and clearing organizations (974,067)
Increase in prepaid expenses and other assets (51,220)
Decrease in securities purchased, not yet sold 23,730
Decrease in non-current assets 12,088
Increase in cash overdrafts 1,282,379
Increase in payable to customers 21,387,733
Increase in payable to broker dealers and clearing organizations 2,878,588
Increase in securities sold, not yet purchased 619,873
Increase in accounts payable and accrued expenses 3,777,553
Total cash provided by operating activities 5,013,327
Cash flow from investing activities:
Purchase of customer list (2,121,938)
Purchase of capital equipment (18,800)
Total cash used in investing activities (2,140,738)
Cash flow from financing activities:
Issuance of note payable, net of discount 2,031,938
Payments on note payable (124,501)
Payment on loan from related party 26,274
Capital contribution from related party 71,000
Capital distribution (126,160)
Total cash provided by financing activities 1,878,551
Net increase in cash 4,751,140
Cash and cash equivalents, beginning of year 2,104,847
Cash and cash equivalents, end of year $ 6,855,987
Supplemental disclosure of cash flow information:
Cash paid during the year for interest $ 23,752

Cash paid during the year for income taxes 3 -

The accompanying notes are an integral part of these financial statements.
Page 5




NORTH AMERICA CLEARING, INC.
(FORMALLY ADVANTAGE TRADING GROUP, INC.)
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2004

1. ORGANIZATION

North American Clearing, Inc. (the “Company”), (formerly Advantage Trading Group, Inc.) was
incorporated on July 24,1995 in the state of Florida. The Company changed its name during October,
2004. The Company acts as a principal in providing order execution services for independent broker
dealers. The Company also acts as a clearing broker for other independent broker dealers. The
Company’s main office is in Longwood, Florida.

2., SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Cash and Cash equivalents — The Company considers all highly liquid investments with an original
maturity of three months or less to be cash equivalents for the purposes of the statement of cash
flows.

Receivables from and payable to customers — Accounts receivable from and payable to customers
include amounts due on cash and margin accounts. Securities owned by customers are held as
collateral for receivables.

Securities owned and securities sold, not yet purchased - Securities owned, which are readily
marketable, and securities sold, not yet purchased (short sales), are recorded at market value with
unrealized gains and losses reflected in income. At December 31, 2004, the Company did not have
any securities owned, and had securities sold, not yet purchased of approximately $620,000.

Property and equipment - Property and equipment are recorded at cost. Repair and maintenance costs
are charged to operations as incurred. When assets are retired or disposed of, the cost and accumulated
depreciation are removed from the accounts, and any gains or losses are included in operations.
Depreciation of property and equipment is provided utilizing the straight-line method over the
estimated useful lives of the related assets.

Impairment of long-lived assets — The Company evaluates the recoverability of its property and
equipment and other assets in accordance with Statement of Financial Accounting Standards Board
No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS 144”).

SFAS 144 requires recognition of impairment of long-lived assets in the event the net book value of
such assets exceeds the estimated future undiscounted cash flows attributable to such assets or the
business t which such assets relate. SFAS 144 excludes goodwill and intangible assets. When an
asset exceeds its expected operating cash flow, it is considered to be impaired and is written down to
fair value, which is determined based on either discounted future cash flows or appraised values. No
impairments were recognized during the year ended December 31, 2004.

Securities transactions - Securities transactions and the related revenue and expenses are recorded on
a trade date.

Page 6



NORTH AMERICAN CLEARING, INC.
(FORMALLY ADVANTAGE TRADING GROUP, INC.)
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED DECEMBER 31, 2004

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Order execution trading revenues, net — Order execution trading revenues, net are generated from
the difference between the price paid to buy securities and the amount received from the sale of
securities. Volatility of stock prices, which can result in significant price fluctuations in short periods
of time, may result in trading gains or losses. The Company generally acts as principal in these
transactions and does not receive a fee or commission for providing order executions services.

Clearing fees — Clearing fees are fees for clearing services, which involve confirmation, receipt,
settlement, and custody and delivery of securities for other broker dealers.

Order flow rebates — Independent broker dealers utilize the Company as a clearing agent. The
Company executes the trades and then rebates back to the brokerage firm for whom they are clearing
an agreed upon amount for each trade in exchange for the flow of orders.

Advertising costs -Advertising costs are expensed as incurred. Advertising costs for the year ended
December 31, 2004 were approximately $23,500.

Income taxes — The Company, with the consent of its stockholder, elected to be an S Corporation
under the Internal Revenue Code. All taxable income or loss flows through to the stockholdes.
Accordingly, no income tax expense or liability is recorded in the accompanying financial statements.

Fair value of financial instruments - All of the Company's financial assets and liabilities are carried
at market value or at amounts, which, because of their short-term nature, approximate current fair
value.

Management estimates and Assumptions — The preparation of financial statements in conformity
with accounting principles generally accepted in the United States of America requires management
to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates.

3. RELATED PARTY TRANSACTIONS

The Company leases office space from a corporation owned by the Chairman and CEO of the
Company. During the year ended December 31, 2004, the Company recorded approximately $96,000
for rent of the office space. The Company paid approximately $25,000 of the property taxes on the
building as part of its rental obligation, and the related party corporation forgave approximately
$71,000 of the rent due, which was recorded as a capital contribution by the Company.

Page 7




NORTH AMERICAN CLEARING, INC.
(FORMALLY ADVANTAGE TRADING GROUP, INC.)
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED DECEMBER 31, 2004

4. ACQUISITION AND NOTE PAYABLE

On August 20, 2004, the Company entered into an agreement to purchase all of the correspondent
clearing accounts of a clearing organization. The purchase price was $2,490,000 and the Company
paid $90,000 in cash and entered into a note payable to pay $2,400,000 over sixty (60) months, with
payments commencing on September 20, 2004. Each monthly payment will be calculated as 50% of
the gross revenue derived by the Company from the correspondent clearing accounts purchased under
the agreement. If at any time prior to sixty (60) months, the total monthly payments equal
$2,400,000, no further payments shall be due. If at the end of sixty (60) months, the total payments
paid by the Company do not equal $2,400,000, then no further payments shall be due and the
purchase price shall have been reduced accordingly.

Because the note payable does contain an interest rate, an imputed interest rate of 6% was applied to
the note payable. Therefore, the Customer List purchased was valued at a market value of
approximately $2,122,000 and a discount on the note was recorded of approximately $378,000.
During the year ended December 31, 2004, the discount was reduced by approximately $23,900 and a
corresponding interest rate was recorded.

Management of the Company has estimated the useful life of the Customer List to be sixty (60)

months. Amortization recorded for the year ended December 31, 2004 was approximately $140,800.

5. RECEIVABLES FROM AND PAYABLE TO BROKER DEALERS AND CLEARING
ORGANIZATIONS

Receivables from and payable to broker dealers and clearing organizations at December 31, 2004,
consisted of the following:

Receivable Payable
Securities failed-to-deliver/receive $ 756215 § 1,104,175
Deposits on securities borrowed 452,400 -
Settlement payable - 587,330
Other amounts due from/to brokers and
dealers - 1,983.479

$ 1,208,615 3§ 3,674,840

Deposits on securities borrowed represent cash on deposit with other brokers and dealers relating to
securities borrowed. If these deposits are not returned, the Company could sustain a loss if the market
value of the securities borrowed declines.

Page 8



NORTH AMERICAN CLEARING, INC.
(FORMALLY ADVANTAGE TRADING GROUP, INC.)
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED DECEMBER 31, 2004

6. PROPERTY AND EQUIPMENT

Property and equipment consisted of the following at December 31, 2004:

Furniture and fixtures $ 27,228
Computer equipment 163.989
191,217
Less accumulated depreciation
and amortization (147.817)
$ 43,400

Depreciation expense recorded on furniture, equipment and software for the twelve months ended
December 31, 2004 was § 34,127.

7. CASH OVERDRAFT

At December 31, 2004, the Company had cash overdrafts of approximately $1,608,367 that arise

from checks being issued by the Company, which have not been presented to one of the Company’s
banks.

8. STOCKHOLDER’S EQUITY

During the year ended December 31, 2004, a capital contribution of $71,000 was made by the
shareholder (see Note 3).

Page 9



NORTH AMERICAN CLEARING, INC.
(FORMALLY ADVANTAGE TRADING GROUP, INC.)
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED DECEMBER 31, 2004

8. NET CAPITAL AND RESERVE REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule 15¢3-
1 (the “Rule”), and the requirements of the securities exchanges of which it is a member. The Rule
requires the maintenance of minimum net capital. The Company has elected to use the alternative
method permitted under the Rule, which requires that net capital be equal to the greater of $250,000
or two percent (2%) of aggregate debit items computed in applying the formula for determination of
reserve requirements. At December 31, 2004, the Company had net capital of $1,583,516, which was
approximately 6% of aggregate debit balances of $28,108,701. At December 31, 2004, the Company
had $1,021,342 excess of required net capital.

The Company is also subject to Rule 15¢-3 under the Securities and Exchange Act of 1934, which
specifies certain conditions under which brokers and dealers carrying customer accounts are required
to maintain cash or qualified securities in a special reserve bank account for the exclusive benefit of
customers. Amounts to be maintained, if required, are computed in accordance with a formula
defined in the Rule. At December 31, 2004, the Company had a reserve requirement of $218,181,
however, the Company had $830,000 deposited in the account.

9. OFF BALANCE SHEET RISK AND CONCENTRATION OF CREDIT

In the normal course of business, the Company purchases and sells securities as principal for its own
account and on behalf of its customers. If either the customer or a broker dealer fails to perform, the
Company could be required t discharge the obligations of the non-performing party. In these
circumstances, the Company could sustain a loss of market value if the security contract is different
from the contract value of the transaction.

In addition, the Company may sell securities it does not own and will, therefore, be obligated to
purchase such securities at a future date and may incur a loss if the market value of the securities
increases subsequent t the date of the sale. At December 31, 2004, the Company had sold $619,873
of securities that it did not own.

In the normal course of business, the Company’s customer clearance activities involve the execution,
settlement, and financing of various customer securities transactions. These activities may expose the
Company to off-balance sheet risk in the event the customer or other broker is unable t fulfill its
contracted obligations and the Company has to purchase or sell the financial instrument underlying
the contract at a loss.

Page 10




NORTH AMERICAN CLEARING, INC.
(FORMALLY ADVANTAGE TRADING GROUP, INC.)
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED DECEMBER 31, 2004

10. OFF BALANCE SHEET RISK AND CONCENTRATION OF CREDIT

The Company’s customer securities are transacted on either a cash or margin basis. In margin
transactions, the Company extends credit to its customers, subject to various regulatory and internal
margin requirements, collateralized by cash and securities in the customers’ accounts. In connection
with these activities, the Company executes and clears customer transactions involving the sale of
securities not yet purchased, substantially all of which are translated on a margin basis subject to
individual exchange regulations. Such transactions may expose the Company to significant off-
balance sheet risk in the event the margin requirements are not sufficient to fully cover losses that
customers may incur. In the event the customer fails to satisfy its obligations, the Company may be
required to purchase and sell financial instruments at prevailing prices to fulfill customers’
obligations.

The Company seeks to control the risks associated with its customer activities by requiring customers
to maintain margin collateral in compliance with various regulatory and internal guidelines. The
Company monitors margin levels daily and requires the customer t deposit additional collateral
pursuant to such guidelines or to reduce positions.

The Company’s customer financing and securities activities require the Company pledge customer
securities as collateral in support of various secured financing sources such as bank loans and
securities loaned. In the event other parties are unable to meet contractual obligations to return
customer securities pledged as collateral, the Company may be exposed to risks of acquiring the
securities at prevailing market prices in order to satisfy its customer obligations. The Company
controls this risk by monitoring the market value of securities pledged on a daily basis and by
requiring adjustments of collateral levels in the event of excess market exposure. In addition, the
Company establishes credit limits for such activities and monitors compliance on a daily basis.

The Company maintains cash balances at two national banks and one community bank. Accounts at
the institutions are insured by the Federal Deposit Insurance Corporation up to $100,000.

11. COMMITMENT AND CONTINGENCIES

The Company is a defendant in arbitration claims filed by customers in the normal course of business.
The Company intends to defend the claims and management is unable to estimate the amount of loss,
if any, that may arise from the claims.

Page 11



SCHEDULE 1

NORTH AMERICAN CLEARING, INC.

COMPUTATION AND RECONCILIATION OF NET CAPITAL
UNDER RULE 15¢3-1 OF THE SECURITIES AND EXCHANGE COMMISSION

COMPUTATION OF NET CAPITAL:

Total stockholders' equity

Deduct:
Non-allowable assets:
Partly secured accounts

Furniture and equipment, net

Goodwill
Intangible assets,net
Aged fail-to-deliver

Prepaid items and employee advances

Total non-allowable assets

Net capital before haircuts on
securities positions

Less haircuts on securities positions

Net capital

COMPUTATION OF ALTERNATIVE NET CAPITAL REQUIREMENTS:

2% aggregate debit items (or $250,000
if greater) as shown in formula for
reserve requirements pursuant to
Rule 15¢3-3 prepared as of date of

net capital

Computation
Excess net capital

Percent of net capital to
aggregate debit items

AS OF DECEMBER 31, 2004

Unaudited Audited
Focus Report Audit Financial
Filing as Filed Adjustments Statements
S 3279083 $  (6176) $ 3,272,907

87,767 - 87,767

43,400 - 43,400
960,414 - 960,414
71,122 2,583 73,705
467,885 - 467,885
59,979 (8,759) 51,220
1,690,567 (6,176) 1,684,391
1,588,516 - 1,588,516
5,000 - 5,000

$ 1,583,516 ) - $ 1,583,516
$ 562,174 3 - $ 562,174
$ 1,021,342 - $ 1,021,342

6%

6%

The difference between the computation of net capital per the Company's unaudited Focus Report Filing, as
filed, dated January 24, 2005, and the computation according to these financial statements consists
primarily of audit adjustments for the reclassification of assets and liabilities and the reduction of expenses.




SCHEDULE II

NORTH AMERICAN CLEARING, INC,

COMPUTATION AND DETERMINATION OF RESERVE REQUIREMENT

UNDER RULE 15¢3-1 OF THE SECURITIES AND EXCHANGE COMMISSION
AS OF DECEMBER 31, 2004

Credit balances:
Free credit balances and other credit balances in
customer security accounts
Monies borrowed collateralized by securities carried in the
accounts of customers
Customers' securities failed to receive
Other

Total credit items

Debit balances:

Debit balances in customers' cash and margin accounts excluding
unsecured accounts and accounts doubtful of collection net
of deductions pursuant to Rule 15¢3-3

Securities borrowed to effectuate short sales by customers and
securities borrowed to make delivery on customers' failed to deliver

Margin required and/or deposit with Options Clearing for all
option contracts written or purchased in customer accounts

Failed to deliver of customer securities not older than 30 days

Other

Aggregate debit items
Less 3% of aggregate debit items

Total debit items

Reserve computations:

Excess of total credits over total debits
Required deposit

Amount held on deposit in reserve bank account

There are no material differences between the computation for determination of the reserve
requirements included in these financial statements and the computation included in the

Company's unaudited Focus Report filing dated January 27, 2005.

$25,760,084

1,104,175

619,362

_$27.483.621

$25,751,732
452,400

1,616,239
288,330

28,108,701

__(343261)

$27,265,440

5 Q8181
5 218181

5 830000




SCHEDULE III
NORTH AMERICAN CLEARING, INC.
INFORMATION RELATING TO POSSESSION OR CONTROL REQUIREMENTS

UNDER RULE 15¢3-1 OF THE SECURITIES AND EXCHANGE COMMISSION
AS OF DECEMBER 31, 2004

Customers' fully paid securities and excess margin securities not in the
respondent's possession or control as of the report date (for which
instructions to reduce to possession or control had been issued as of the
report date), but for which the required action was not taken by
respondent within the time frames specified under Rule 15¢3-3 $

Customers' fully paid securities and excess margin securities (for which
instructions to reduce to possession or control had not been issued as of the
report date), excluding items arising from "temporary lags which result
from normal business operations" as permitted under Rule 15¢3-3 $



Ohab and Company, P.A.
L |

Certified Public Accountants
100 East Sybelia Avenue, Suite 130 407-740-7311
Maitland, FL 32751 E-Mail ohabco@earthlink.net FAX 740-6441

Report on the Internal Control Structure Under Rule 17a-5 of the Securities and
Exchange Commission

Stockholder and Board of Directors
North American Clearing, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of North
American Clearing, Inc. (formerly Advantage Trading Group, Inc.), for the year ended December 31,
2004, we considered its internal control structure, including control activities to safeguarding
customer and firm assets, including securities, in order to determine our auditing procedures for the
purpose of expressing our opinion on the financial statements and not to provide assurance on the
internal control structure.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission, we have made a
study of the practices and procedures followed by North American Clearing, Inc., including tests of
compliance with such practices and procedures that we considered relevant to the objectives stated in
Rule 17a-5(g) in the following:

1. Making the periodic computations of aggregate indebtedness (or aggregate debits) and net capital
under Rule 17a-3(a)(11) and the reserve required by Rule 15¢3-3(e);

2. Making quarterly securities examinations, counts, verifications and comparisons, and the
recordation of differences required by Rule 17a-13;

3. Complying with the requirements of prompt payment for securities under Section 8 Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System; and

4. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by Rule 15¢3-3.

The management of the Company is responsible for establishing and maintaining internal control and
the practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related costs
of control and of the practices and procedures referred to in the preceding paragraph, and to assess
whether those practices and procedures can be expected to achieve the Securities and Exchange
Comission’s above-mentioned objectives. Two of the objectives of internal control and the practices
and procedures are to provide management with reasonable, but not absolute, assurances that assets
for which the Company has responsibilty are safeguarded against loss from unauthorized use or
disposition and that transactions are executed in accordance with management’s authorization and
recorded properly to permit preparation of financial statements in accordance with accounting
principles generally accepted in the United States of America. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control or the practices and procedures referred to above,
errors or irregularities may occur and not be detected. Also, projection of any evaluation of internal
control to future periods is subject to the risk that controls may become inadequate because of
changes in conditions or that the effectiveness of their design and operation of their design and
operation may deteriorate.
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Our consideration of internal control would not necessarily disclose all matters in internal control that
might be material weaknesses under standards established by the American Institute of Certified
Public Accountants. A material weakness is a condition in which the design or operation of one or
more of the specific internal control components does not reduce to a relatively low level the risk that
errors or fraud in amounts that would be material in relation to the financial statements being audited
may occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions. However, we noted no matters involving internal control,
including procedures for safeguarding customer and firm assets including securities, that we consider
to be material weaknesses as defined above.

February 18, 2005




